
Partnerships. H:\C l~ carrvmg out several suc­

«·~,tul partnershIps wJth Ravtheon that were

(Inned Il1to pnor to the proposed merger

f'Ol" c.\ample. In ]9L)6 a HAC-Ravtheon team

\\{)11 .1 ).-cv stud\ ph'lse contract for the l' S

\rmv~ i\crOstat program. an over-the-honzon

'llrvcIllancc effort usmg hlghaltltudc sensor

t l'chnology.

And In NOr\vay. HA.C and Raytheon han'

teamed WIth Kongsberg Gruppen, AS/\.. to mcor­

porate HAC's Advanced tVledium Range :\lr-to­

-\ir 'v1issile (Nv1R.AAM). along with the Hawk

missile, in a new air defense system that will

allow a smgle finng unit to launch either missile.

If the HAC-Raytheon merger occurs as

expected. there will be many more opporrumties

for integrating the two companies' parallel oper­

ations. which should give the new company a

considerable advantage m the marketplace

Fielding Advanced Technologies at Low Cost

Today, crucial weapons and protective sys­

tems - aboard tanks, planes and ships and in

the hands of soldiers themselves - must be

made smarter by imegrating next-generation

electronics technologies, yet must be produced

using low-cost manufanuring approaches.

HAC excels at thiS.

In the United States. HAC is leading a team

carrying out the Land Warrior'" comract to

equip soldiers with an integrated system of 40

state-of-the-art componems. The US. Army

plans to order 34,000 units, and interest from

u.s. allies is strong. The global market poten­

tial for revenue is in the billions of dollars.

To deliver the kind of value Land Warrior

represents. and to achieve life-cycle cost con­

tainment in its programs, HAC is pursuing a

multi-faceted approach.

Acquisition reform is one way. For the u.s.
Army's Fire Support Combined Arms Tactical

Trainer (FSCATT) program. acquisition reform is

helping HAC cut substantial time and cost dunng

development. thereby lowenng contract costs.

Other keys to HAC's abilitv to lower total life­

cycle costs include: using roday's most advanced

electronics ro achieve ten-fold improvements in

performance-to-cost ratios: adopting commer­

oal off-the-shelf technologies and common

processes; leveraging all of these ro build in

high reliability from the start: and offenng mili­

tary customers up-front warranties on new sys­

tems. plus lifetime service contracts.

Innovative ways such as these to cut costs

can be applied at every stage of bUilding a

weapons system. In a shrinkmg market driven

by value, only companies that are able to

consistently deliver on promises to be a tow­

cost manufacturer will succeed.

Winning Domestic Contracts

Civil Aviation Expansion. Two major recent

contract wins reinforce HAC's position as a

significant participant in the air traffic control

marketplace: a $483 million Federal Aviation

Administration (FAA) award for improvmg the

capability of the Global Positioning Svstem to

support navigation and landings; and an award

of up to $1 billion, jOintly won with

HAC IS a leading deSIgner and

manufacturer of military

tactical communJcatJOns,

electroniC combat and command

and control products

la.nd Wa.rrzor IS the U S, Armys

first integrated fighting and

support system for soldiers

HAC is the systems Integrator

for this new product lIne. which

has 40 components.
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The Hughes Integrated

SynthetIc Aperture Radar IS a

system emploYing military

reconnaissance technology that

helps non-military agencies

with such surveillance activities

as monitoring the envIronment

and catching smugglers

(OppoSite Pagel

HAC's Advanced OceanIC

AutomatIOn System for the

Federal AViation Administration

wIll provIde direct controUer·to­

pdot data-link communications.

automatIc pOSitIOn reporting

and region-ta-reglon flight

Information communIcations.

The Unit Training Device is a

cost~eHedlve way tor the U.S.

Air Force to provide continUing

combat training. HAC is the

second largest training and

sImuJation systems provider in

the world

Ravth~()n. l () prm Ilk

H:\C's TracVI~w ,\11' ILlf

flc control ~Llti()11S ,1~ ,I

backup to f:'\'\ and

D~partme1l1 (It [kkll'" ,\11

rraffic conlrol terminals.

Core IHarket CO/Itracts. Last year, HAC won

numerous contracts from military customers

111 Its traditIonal core markets, mcluding more

than $700 million 111 awards to build AMRAAM

missiles for the LS Air Force and US. Navy,

and Tomahawk and Standard Missiles for the

US Navy. HAC also won the engineenng and

manufactunng deYelopmenr contract for the

:\IM-9X mIssile The initial AIM-9X contract is

for $169 million, but the potential value of the

program in sales to the u.s. Navy and Air

Force ,ll1li ll1tcrl1atlol1,11 (u~r(ll1wr, (I\l'r [he'

\llolhn kn lolltr,\CI \\.\~ H ..\C, 11111re ::1,\11

rhe .h 'l1lbit' AliJ,\Ill"e to lk~lgl1 l(ll1~lrtl(t ,\nJ

~lIpp()r: tlw l' S ~,I\ \"~ 11l'\1 gl'l1natl(l1\ 0:

.11l1phlhll)L1~ ~hlps ,\ .. ~\"~tcrns IntegL\(Or f-{\C

wIll he rc~pon~ible tlllcleo!"Ollll \\Slt'l1b ' \n

the -+(J\Tar lJf~ cycle of ~ach ship Bl',',\U~l' t)t

the u\"Cfwhelming Import.mcl' of ~!cd ron iL' [u

the operatJon and defense of modern hig:,

technology warships, this project points [l;"

way for HAC to take a leading role III future

shipbUIlding programs and retrofits of cxl,t1ng

ships with the latest electrol1lcs.

Opening New Markets. Billions of dollar, In

business to perform military overhaul. reralr

and mamtenance work previously exclusiwh·

done by government-run depots and term:nals

is bemg opened to industry HAC is in the tore­

front of companies winn1l1g these "privatiza­

tion'" contracts. Last year, it won the large,;

such contract so far. an award with a potel1t1al

value of $13 billion over five years for

privatizing the Naval Air Warfare Center II~

[ndianapolis.

[n the growing U.S. government market ;'or

desktop computers, workstations and informa-

I
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tion systems technology. HAC won three major

contracts that could have combined revenues of

52 billion over their lifetimes. HAC is one of two

firms chosen to supply the L.S. Air Force with

,Ipproximately 37.000 workstations over five

years at a total price of more than $950 million,

along with 5924 million worth of desktop com­

puters. The U.S. Patent and Trademark Office

selected HAC to provide up to $171 million

worth of computers and penpheral eqUIpment.

Winning Internationally

International new orders grew to $1.8 billion

in 1996, led by several major contracts: $224

million from Norway for AMRAAM missiles,

jointly for HAC and Raytheon; $262 million

from the u.s. Air Force for operations. mainte­

nance and training for Saudi Arabia's Peace

Shield air defense system (which Hughes

designed and built); $219 million in TOW mis­

sile awards from ten countries; and $126 mil­

lion from CM's 22-nation European dealership

network for training supporr in 17 languages.

A joint venture of HAC and Raytheon and

several European companies has been awarded

an $80 million contract related to the initial

project definition stage of MEADS, the

Medium Extended Air Defense System.

MEADS is to be available by

2005 for use by l;.s.. German

and Italian mllit,tr\ units

Merging HAC with Raytheon

Assummg that HAC's

strengths are combined with

those of Raytheon later this

year. the merger of the two

companies will create a world

leader in defense electronics.

In the defense electronics sec­

tor alone. the new company

would report 1996 pro forma combined revenues

of $13 billion and a backlog of S18 billion. Its

127,000 employees and across-the-board excel­

lence in a broad range of programs and tech­

nologies will make it a potent competitor to the

giant combinations - like Lockheed \lartln and

Boeing - that have emerged from the detense

industry's continuing consolidation.

Information
Systems
30%

Weapons.
Systems
34-/.

St'nsors &
Communications
Systems
35%
I

Defens~

Systems
1',

The following table sets forth selected pro forma data for the Aerospace and Defense Systems segment.

Years Ended December 31'

(Amounts in millions, except percentages) 1996 1995 1994

Revenues $6,338.4 $5.945.4 $ 6.023.6

Revenues as a percentage of Hughes Revenues 39.8% 40.2% 42.7%

Net Sales $6.3315 $5,899.7 $ 6,007.3

Operating Profit (1) 694.7 688.0 663.6

Operating Profit Margin (2) 11.0% 11.7% 11.0%

Identifiable Assets at Year-End $5.296.9 $5.369.7 $4,262.4

Depreciation and Amortization 1576 132.0 158.5

Capital Expenditures 171.1 109.8 1595

• The summary excludes purchase accounting adjustments related to CM's acqUIsItIon of Hughes Aircraft Company
CertaIn amounts for 1995 have been reclassified to conform with 1996 claSSIfications

(1) Net Sales less Total Costs and Expenses other than Interest Expense.
(2) Operating Profit as a percentage of Net Sales.

Percentage of

1996 Revenues by

Business Unit

Percentage of
Hughes Revenues
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Hughes' HS 702 model satellite will be

the first spacecraft to be carried on Sea

Launch. left. whIch will send rockets

to space from a platform In the PacIfic

Ocean beginning In 1998. At Hughes

MIssion Control Center, abol/E!.

controllers momtor a satellite during

Its ride Into space. maneuver It tnto

proper orbit, and thoroughly test It

before turning it over to the customer

Hughes' pioneering technologies have broad­

ened the scope of satellite-based telecommuni­

cations, For HSC, the expanding market is

bringing greater opportunities - and more com­

petitIOn. The company is meeting this challenge

with these main strategies maintaining its num­

ber one position in commercial satellite manu­

facturing; and increasing both its U.S

government and international customer bases.

Maintaining Leadership in Satellite Manufacturing

Maintaining leadership means being the low­

cost manufacturer; delivering spacecraft to

meet customers' schedules; producing reliable

satellites employing advanced technology; and

assuring the availability of launch facilities.

RedUcing Costs and Cycle Times. HSC deliv­

ered 11 satellites in 1996 and expects to deliver

24 more over the next two years. At year-end,

its backlog stood at 37 satellites To meet

strong demand and also to lower costs, HSC

has made its manufacturing facility more effi­

,..A ciem. Since 1992, it has

_ increased productiVity

by 47 percent.

These gains have helped HSC reduce cycle

time by 30 percent over five years. Basic mod­

els of the HS 376 and HS 601 spacecraft now

can be delivered in two years or less. In 1996,

to meet customers' tight schedules, HSC deliv-
L- .__ _ _

I
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cred two HS )/6 satellites within 14 months of

\JL'Jl1g urdered.

Hdiability Record/Technology Development.

Ih e,lrlv 1997. HSC had reached a new mile­

~t()ne of the 120 commercial communicatIons

Sp.1lTcraft It has launched In the past 32 veal's.

(Jc! ,Ire still III serVIce - and these have accrued

~'i(1 \l'ars III operation. Its nearest competitors'

tleets each have accumulated 0111\' about a third

as m,mv years. In addItion. more than 80 per

cent of the satellites have exceeded mIssIon life

bv at least 10 percent.

Hughes also is a spacecraft technology"

leader. Its continuing investment in technology

development is dramatically improving the

capabilities of satellite-based communicatlons

systems. For example. advanced solar technol­

ogy. mcluding new gallium arsenide solar cells

developed by a Hughes subsidiary. will enable

HSCs next-generation HS 702 satellite to have

double the power of existing satelHtes. Another

key Hughes technology is a digItal processor

that will operate as a "switchboard \11 the skY'

for the WIreless communications of future

satellite-based systems.

Global Launch Commitments. To increase com­

petltlveness, HSC must be able to offer cus­

tomers launch options. HSC has been at the

forefront in negotiating advance bookings for

mulnple launches. These commitments have

helped increase competition in the launch indus­

try, which is expected to result in more availabil­

Ity, greater reliability, lower costs, and the

capability to launch larger satellites.

By early 1997, HSC had secured more than 40

future launch vehicles to be provided by com­

pames in the United States, Japan. Kazakhstan

and elsewhere.

Increasing U.S. Government and International Business

HSC has built numerous satellites for the

Department of Defense and other agencies of

the u.s. government. These customers represent

about 50 percent of the company's business.

Seven ultra hl2itrequencv Ul-1F, communi

cations satclli:e' ,3ve been buIlt tor the L:.:;

'\avv, and three more are under dJnstrUC(}on.

each mcorporatmg a global broadcastll1~ pay'

load derived 'rom Hughes' DIRECT\' technol­

ogy. And three satellites being buIlt for the

"Janonal Aeronautics and Space AdmimstratlOn

will enable it to communicate with the space

shuttle and other spacecraft in low-earth orbit.

In 1996. HSC established a new unit. Hughes

Government Services, that will help govern­

ment customers acquire satellite services from

various operators of commercial systems. Its

goal will be to tailor end-to-end communica­

tions solutions matching each government cus­

tomer's umque requirements.

International contracts represent approxi­

mately three-fourths of HSC's total commercial

satellite business. In 1996, HSC signed contracts

with companies based in Southeast

Asia, Japan, Asia- Pacific, Mexico

and Europe.

HSC maintains its number one

position in commercial communi­

cations satellites by being the low­

cost provider of spacecraft designs

that meet the diverse needs of

customers around the world. The

company is usmg its strengths ­

efficient production, on-time

delivery, performance reliability

and superior technology - to

continue to win substantial

shares of international and

US. government business

in a competitive but

growing marketplace.

The HS 702 satell,te model

will prOVIde more than doub~e

the power and nearly tWice

the capacIty of eXIsting body·

,tabihzed satellItes

Its on·board processIng

capability Will .llow the

~atellite to help reconhgure

its own power. bandWIdth and

broadcast oatterns 10 '11eet

customer<. .'xo,lndrng needs

HUGHES
IPlICE' CQMMUNICAnOlll1

Shown during constructIon is

APSTAR 1A. an HS 376 ,pinning

spacecralt model that was

launch.d in mid-1996 and"

now providing gen.,.1

communIcations services in ASld.



transff" ;i1e<, stmu taneou<;I"y' to rnultlplt" ';Ites ,lnd <"~'dlI0ad 3.lgE

'>OftW,l'" (I( vIdeo ides ,,"1 ~('(onds tc ,.1esk·top corrp,.I""

H'.S IS achlevmg JouhleJiglt annual reven:.ll

growth bv provldmg mnovatIve tl'lecommun',J

nons products, systems and serVIces m 60 cou:~

tnes HNS' strategies are to increase revenues

from services; budd sales in core markets: anc

expand its market-driven technology portfolto

Increasing Revenues from Services

HNS is pursuing its strategy of increasing

revenues from services by buildmg on its man­

ufacturing strengths. DirecPC is one such ser­

vice. DirecPC is a satellite-based, high-data-rate

communications service that rapidly delivers

software, multImedia communications, video

and large documents from the Internet to per­

sonal computers. HNS is marketing the

DirecPC service, and the equipment it manu­

factures, in North America, Europe and ASia

In the United States, CompUSA's retail stores

began offering the DirecPC equipment to con­

sumers nationwide in early 1997.

A new telecommunications venture in India is

another potential source of service revenues

HNS and its local partners are pursuing govern­

ment licenses to prOVide telephone service in

the states of Maharashtra and Karnataka, with

a combined 130 million households, Each

state's telephone market size is comparable to

that of a Regional Bell Operating Company m

the United States.
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Strengthening Leadership in Core Markets

HNS pioneered the development of satellite­

based VSAT networks. and the company has

m,\lnt~l1ned Its worldwide leadership position_

in the United States. the company solidified ltS

Ill,lrket share m 1996 with mstallations of new

I l\ l' xpanded VSAT busll1ess networks for Ford

~l()tor Company. Mobil Oil and other large

I-I lmpames_

lnternatlonally. HNS installed VSAT business

networks that can simultaneously handle data.

voice. fax and video services for customers in

49 countries during the year- In additIOn. the

company installed 45 VSAT voice service net­

\vorks in 17 emerging market countries.

A.mong these was a VSAT system that estab­

llshed China's first nationwide paging network.

Wireless EqUipment Market. HNS is a strong

competitor in emerging markets because.

unlike wireline equipment providers. It can

provide a fixed wireless telephone system

Within months of signing a contract, and at a

very competitive cost. In 1996, the company

mstalled systems in Indonesia, the Czech

Republic, Malawi, Vietnam and Brazil.

Mobile Cellular Market. Mobile communica­

tions IS another prime market for HNS An

emergmg high-potential segment in this market

IS PCS. Because of HNS' two large equipment

supply agreements with NextWave Telecom, Inc.

Jnd Indus, Inc., the company is well pOSitioned

for future growth in PCS, which transmits an

improved quality of voice communications as

well as data to hand-held phones.

In May 1996, HNS completed its installation

of a new generation cellular infrastructure for

BellSouth's cellular system, which serves more

than one million subscribers, using HNS tech­

nology that can operate in either analog or dig­

ltal mode. The company has a valuable

ongoing supplier relationship with BellSourh.

Expanding the Technology Portfolio

HNS makes development of new market­

dnven technologies a top prionty. For example,

the company's IS-136 TDMA (time dIvision mul­

tiple access) digital transmission voice technol­

ogy offers supenor quality, and also allows

cellular and PCS operators to provide identical

features and seamless roaming between systems_

HNS was first to introduce the technology and

will supply It to Indus for its new PCS service.

However, because customers are demanding

a complete spectrum of PCS technologies from

suppliers, HNS is also licensing technology

from other companies in order to rapidly

expand its product portfolio. For example,

HNS will use CDMA (code division multiple

access) digital technology in the products it

manufactures for NextWave's PCS svstems_

By following its strategies of developing new

service businesses, strengthening leadership in

core markets and expanding its portfolio of

new technologies, HNS plans to remain a

leader in the telecommunications

industry

In countflt'S Mound the world

These '>V\lf'rT1'~ .lft.' .dtordable

,\ Sm~h' 5ub-;crlbt'1 Unit mount<,

on .1 w,111 (Jr Window

HUGHES
:--lET\\ ORK SYSTEMS

=-

HNS' own brand of DSS made Its

U.S. debut'" 1996. and by year·

end. the company had already

sh.pped 170.000 units.

The HNS system. Includ.ng an

18-.nch satellite dish. set-top

receiving unit and remote

control. receives programming

from DIRECTV.



Hughes Galax\', ,trategy to budd reyenue'

and mamtain ItS strong nur~ins IS fourt(llJ L-om

pleting the PanAm.'lar merger: maliltall1ll1g l S

leadership: achleYl11g gnmth In l11ternatlonal

markets: and alterIng l-UStoTllLTS yaluable new

,atelhte distnbutillll "e1"\ICeS ,lI1d dpphl-,1tl0m

Completing the PanAmSat Merger

In September 10 96. Hughe" ,1l11lounced dn

agreement to merge Caldxy WIth Pan:\mSat

Corporation and form d new publiclY' traded

company. PanAmSat's 1996 revenues were 5247

million, more than double the prevIous year It

operates four satelhtes with 128 transponders

and serves all of the world's seven continents.

When the merger is completed. Hughes will

own 7I .5% of the new company. The com­

bined firms will operate as PanAmSat

Corporation, and will own the world's largest.

most cost-efficient private sector commercial

satellite constellation. The company immedi­

ately will have 14 satellites in operation O\'er

the Atlantic, Pacific and Indian ocean regIOns.

offering custamers one-stap-shopping for

global satellite communications ,ervices

Maintaining U.S. Leadership

Expand Domestic Fleet. In 1996. two nC\\'

satellites were added to the Galaxy' fleet.

and an additional three are scheduled to be

launched by 1998. These current and future

satellites are targeted for support of

Hughes' direct-to-home (DTH) service to

Latin America and cable. news and

business distribution services in

the United States.

Customer Service. Last summer,

Hughes Galaxy began using a state­

of-the-art operations center in Long

Beach, California. It enables opera­

tors to cut 111 half the time reqUIred

to connect customers to Galaxy's sateI-

t
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The 10 satellites In Galaxy's

fleet make it the leading

prOVider of cable and broadcast

television distribution in the

U.S. market. Three large new

sa.tellites are on order.

HUGHES
COMML'l'lC.UIO;';S- -GALAXY

At the Galaxy Network

Operations facility in long

Beach. California. operators

provide cuslomers WIth

easy. fast access to Hughe,

satellite fleet.

rca1~nmc ;..:11 lo,li C()ll1putl'i" net

\\·orkin~. telc !1l1,1~ll1g, "liS(,llll·.

le,lrnlI1g. dl~IUI hOI.lm's. Jesk

top videoc'Cmferenc111g ,lid

[elccommunng. ,mel hlghs fll'".i

downloaJ1l1g from the Intern,:

The comlT1g generation of L'\ ,'r

more powerful satellites. Itke the H::'

702. will enable the new Pan.-\mSat to max

Imlze spectrum use and increa,e appltcatlons,

thus further boosting growth to bUS\l1eSSeS of

all sizes, and even to mdividuals.

By delivering on its strategIes to complete

the PanAmSat merger, maintam U.S leader­

ship, build international sales. and continue

serving customers with high~\·alue applications,

Hughes Galaxy expects to continue to achieve

strong growth and profitabilit\~ in the satellite

transmISSIon service business.

Building International Sales

Even before the PanAmSat merger was

announced, Hughes Galaxy was pursuing inter~

national growth. This effort was initiated with

the 1996 launch of Galaxy 3R, whose services

include the Latin American DTH marker. By

the year 2000, Hughes expects to launch an

additional three satellites, which will provide

video, audio and data distribution services in

international markets.

However, Hughes Galaxy's efforts to build

global sales will be greatly accelerated once

the merger with PanAmSat is completed.

PanAmSat brings an established international

mfrastructure, market access, additional

orbital slots, an excellent reputation around

the world, and a fleet covering 98 percent of

the world's population.

lites The new center also faCllitates roulld~the~

c!O(K (uswmcr support, and its design will

Jccommodate future growth

.V1arketi/lg In/lOvations. The company has

plOneered the creanon of satellite neighbor·

hoods, a powerful concept that adds to its c[)m~

petltlVl' advantage. For example, selected

Calaxy satellites are cable televislOn neIghbor~

hoods. Each one concentrates a broad range of

cable programmmg on one satellite. thus

appealing to many cable TV operators and, in

turn, attracting business from additional cable

customers who desire wide distribution of

their programs. Hughes Galaxy also is extend~

ing the concept of neighborhoods to TV

broadcasting, financial serVIces and other cus~

tomer categories.

OHering New Customer Services

The combined company's substantial num­

ber of orbital slots, including many in the new

Ka-band frequency, will allow it to expand the

wealth of communications services now avail-

HUGHEI GALA.!Y ED



Westin Hotels and Resorts IS one of everal mal or corporate hotel chains

to oHer DIRECTV p'ogrammmg as a ·ree-to-guest ""'I-room service

D,scouerv
CHANNIL~~

CNBC

DIRECTV' lS very popular with subsCrIbers on

two continents already and is about to debut on

a third. Hughes is positioning DIRECT\' to

become the worldwide leader lD the bur·

geoning satellite DTH busmess

In the United States and Latm

America, Hughes IS marketing

IRECTV aggressively to bUIld ItS

. bscriber base and is contmuouslv

easing subscriber value wlth supe­

programming choices and unparal­

.acustomer service. In Japan, the

any IS planning to use these strengths

w quickly.

DIRECTV leads the u.s. market, and b\- early

1997, the company was delivering over 175 video

and audio channels to more than 2 5 mJllJon sub­

scribers - a total that grows every day. To build

its customer base, DIRECTV is delivenng the

programming customers demand, expandmg ltS



marketing and dismbutlO!1, Jnd planning eXClt­

m:-: Ill'\\' data ,el'\ICe'

!'rogrtllllllllllg Chokl,', -\:l1erl,'arl c(Jrl,umers

j"Il1_111,j IlL1111 Ivpe, ()f programming arl,i

""l'lle-nt 1,1[UC ,It the same time, DIRECTV IS

,k!tITlll1g hoth \Vhde offenng '-IC\\ers more

,pllrt, and pav-per-\'Ie\\' ,elections than (om­

petltors, DIRECTV contmues to expand Its

programmmg line-up

For example, in early 1997, DIRECT\' added

\'.\ new channels. mcluding Trinity Broadcasting

Network and Superstation \VGN - the two chan­

nels most requested by its customers, :\nother

differentiator for DIRECTV customers is its

sports programming, which includes: NFL

Sunday Ticket''', NBA League Pass''" and MLB

Extra Innings"'_ In addition, Galaxy
DIRECTV is developing its own Latin

, ' I 'b' Americaongma programmmg, egm-

ning with sports packages such as DIRECTV

Ringside "', an exclusive monthly boxing series,

Marketing. In August 1996, DIRECTV intro­

duced a $200 cash-back offer to new

customers who purchased any brand

of DSS equipment and a one-year

subscription to a Total Choice'" pro­

gramming package. This campaign

made DSS equipment even more

affordable and further stimulated sales,

Broader Distribution. DIRECTV

has developed an unmatched net­

work of licensed consumer electron­

ICS retailers who offer the DSS

equipment. In addition, consumer electronics

manufacturers including Hughes Network

Systems market 11 DSS brands. such as RCA,

Sony, Toshiba, Hitachi and Panasonic,

While single-family homeowners are the pri­

mary market for DIRECTY, the company is

steadily developing other markets, In the multi­

ple-dwelling-unit market. DIRECTV has already

SIgned agrel'rne!~> With (J) 51-stem operarors,

rfl,'!uJm,O:: J pr,1\ ", ,. C;lbk [l'!e\'!<iH);,-;enICC,

lrut ha, ,Ij !l1)!I .. 'I:' III :he "-t'\\ \ ill CI[I' me[-

",'pO'ltan .1:c, :1", !1tltellll.trh" rile' Jrsrnou-

(ltll1 ()t' DIRE(: r' IS ,tlso gn1\\'ln~ 111 ;:'.1rt

chrough cll1 clgrl'I':l1ent with On C, lmn1.lnd

VIdeo Corporation Bv the end 0: 199:'

DIRECT\' was .1\'dilahle 111 more than :00,000

hotel and resort ~est rooms.

In the restaurant. bar and nightclub marker.

DIRECT\' had SIgned nearly 9,000 establtsh­

ments by year-end 1996, And, to stimulate sales

10 the office market, DIRECTV offers three

information and entertain­

ment packages. To develop

the airline market, DlRECTV teamed with

Hughes-Avicom International, Ine. to demon­

strate live DIRECTV broadcasts on selected

Delta Airlines flights,

New Services. In 1996, DIRECTV announced

an agreement with Microsoft Corporation for a

new PC-based home entertainment service that

will use the Microsoft Windows operating sys-

DIRECTV

Programmmg for D1REC~V

In Latin Amenca 15 bear"'1ed ::

satellites from four broadca5:

centers located In the Unlte-o

States. Mexico, Brald and

Venezuela, DIRECTV o'fers

subscribers more than ~ 00

channels of the best

international video anc audle

programming. Soccer progra~~

are e.lremely popular,

The

"BfSNEf
"'" Channel,

~•
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l'lght I ,\(\11 II11LTll',111 n,I[!' :11' rCl'r'."'IHlll:-: Ill' 'n'

thall -II l'l'1C','1l1 ut till' 1'''(L'IHI,d [11,11'1-;,,'( (;1 i

"tter' ,lppnl\ll1lil(l'h -(} Illk" ,·h.lIl11l'i, ,ll1L: ;"

,ludicI l'h,l11Ile!> III IIltl'IIl,t[l(lll,d PII'.~r.11l11l1111g 111

PortLl~ese, Sp,ll1lsh ,mcl f-IlgUsh

\Vllh the LILlIKh ut Cl..\s Ill'\t. morl' pO\lerful

satelli[c in [hc t,l!1 ot I 'N;". l'rtl~r.l1ll1l111lgI'

cxpencd ro cxpand to morc [hall IO() \'Ideo

channcls, plus at leas[ 40 ch,mllels of highh pop­

ular pay-pcr·\·lew movies ,mel sports

Japan

Within a year, a partnership of Hughes and

leading Japanese companies is expected to make

DIRECTV available to Japan's 44 mJ1lion televi­

sion homes, a market that has few Viewing

choices and is ripe for high-quality VIdeo and

audio offerings as well as data offerings.

D1RECTV Japan will offer up to 100 channels

of hot-ticket sports events, blockbuster movies,

popular Japanese programming. and audio pro­

gramming

Many Japanese consumers are already fami­

Jar with DIRECTV's reputation for broad pro­

gramming choices and excellent value. and the

Hughes-led partnership is developing an array

of customer-pleasing programs that should

assure a warm welcome for DIRECTV on yet

another continent.

Whether it is in the Ulllted States, Latin

America or Japan,

DIRECTV intends to

aggressively grow Its

subscriber base and

continuously increase

subscriber value with

outstanding program­

ming choices and unri­

valed customer service,

\Veb SIlCS: Ill"l IT1Ulllll1edLl Illcl~,I/ll11 '1ILlII

,',al. news, we.11hn ,Ind spun, Ill'kn, ,i,Il.!

l'nhallced tell'lhlUIl programnlln,~: .lIhl ,C::,111ll'S

DIRECT\' IS UI',~ctillg thl' I 'JCJ' )lilll,l.l\ ,hop

plllg season tilr .1J: II1troductiOIl of [hl's,' 1I11WVd­

tlve services,

[em SubscrIbers wIll be <lble [(, ,I,',L'" I~' II ,>illl

.111 ,( rjll' D!R[C-~\' I de,' :'1' I,,,',1111 11'lil_

,dsl) lI1[er.1LtI\(' :l]'..l1:1Il1e,!I.·, ,Illci J,ILI I' .,j, '\,

In mid-1996, DIRECTV became the first

DTH service in Latin America and the

Caribbean - a ZZ-nation region that has 90 mil-

In 1996, DlRECTV not only succeeded III

nearly doubling ItS u.s. subscnber base but also

contlllued to receive an extraordinanlv hIgh 95

percent programmmg satisfaction rating from

subscribers.

latin America and the Caribbean

lion television house­

holds. Galaxy Latin

America (GLA) is a

partnership of Hughes

and leading communi­

cations companies

based in Venezuela,

Brazil and Mexico. By

In Japan, DIREcrv " preparing a

very competilive programming

line-up. On the roster are sports­

espedaUybaseball - and movies,

01 R E CTV~
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TELECOMMUNICATIONS & SPACE: LOOKING AHEAD

Hllghes' leadership in growing new businesses like DIRECT\' and DirecPC lends confidencc to tlte companY's

I'ttrsllit ofti1turc satellite-based global bttsiness opportllnities. One example is iLl proposed SPACEH Ar SYstem.

which may offer customers an array of multimedia services beginning at tlte tllrn of tlte century. The state-or

the-art HS 702 satellites tltat Hlighes would lise will incorporate technologies such as OIlboard digital pro-

cessing, fleXible antenna coverage and intersatellite links to provide excellent customer service and value.

Assuming that the transactions announced in January 1997 arc completed (see page 28 for further details),

the company's telecommunications and space businesses will derive a double benefit. First, a sharpened man-

agement focus on this high-potential area; and second, substantial additional financial resources to fund

growth opportunities.

In future years, Hughes expects to achieve rapid growth by building upon its leadership in satellites and

digital wireless systems. It also will seek growth in new telecommunications services and continue moving

toward realizing its vision of a global Wireless Expressway that will bring people everywhere closer together

through universal, mobile and fully interactive communications.

The follOWing table sets forth selected pro forma data for the Telecommunications and Space segment.

Hu~r' , ",JI]l\{

11~

Hu~hes Nel'.·.. ork

Systems
26",

Hughes

Space and

48',

Percentage of
1996 Revenues by

Business Unit

(Amounts in millions, except percentages)

Revenues

Revenues as a percentage of Hughes Revenues

Net Sales

Operating Profit (1)

Operating Profit Margin (2)

Identifiable Assets at Year-End

Depreciation and Amortization

Capital Expenditures (3)

Years Ended December 31 •

1996 1995 1994

$4,114.9 $3,092.7 $2,596.2

25.9% 20.9% 18.4%

$3,992.2 $3,075.8 $2,633.8

259.8 189.2 271.0

65% 62% 10.3%

$4,406.7 $3,820.0 $3,217.8

1948 178.3 140.8

4498 4365 399.3
Percentage of

Hughes Revenues
• The summary excludes purchase accounting adJustments related to GM's acqUIsition of Hughes A"craft Company

Certain amounts for 1995 have been reclaSSIfied to conform with 1996 classifications
(1) Net Sales less Total Costs and Expenses other than Interest Expense
(2) Operating Profit as a percentage of Net Sales.
(3) Includes expenditures related to telecommUnications and other equipment amounting to $1879 million,

$2746 million and $255.8 million, respectively

fElECOMMUN1CATfON<, & SPACE:; /fRVi,;':1 ED
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Concurrently. HRL ,,, ,ic'lgnlll!-'. ,I t11!\\ ,,11

gestion control algorithm ttlr llllllll['l'dcd l1ltl"

,lcn\'(' ll1ult\Ilwclla n:ch,mgc h\ ',lll'llilL' Tll1'

\\jjl t;ll'illLHC 11l.'\\. re,Ii-IJt1lL' glllh'li \ldl'C!, \'()lll',

,Ille] Jata co!labor,ltl(Jlb 111 bW'II1l'\' l'elul',llIOn

.mJ Tlll,J\C\\1l'

In the area of sp,lce,hased ddense COTllmUI1Ka­

nons, speed IS the sl11gk most crue'i,1i re'-1 LlJrt ,

ment tell' detecting inC0l11ll1g thre,as ,mel

improving reaction times, rv1otlol1,detectlng sen­

sors called micromechanical accelerometers help

satellites detect such threats, 111 ]996. HRL con-

The blue glow comes from Ions accelerated from the dIScharge chamber

of the Xenon Ion Propulsion System. a thruster that will keep Hughes­

built satellites in their proper orbital locations, At HRL, where the system

was created, the qualification thruster is undergOing lite tests,

ducted pioneering research in "tunneling-effect'

fabrication technology - yielding a superior

micromechanical accelerometer.

Just as human brainwaves leap across synapses

to speed communication, the HRL-patented run­

neling device allows current to flow between

two unconnected pieces of metal. Satellites sta­

bilized by radiation-hardened. tunneling-effect

accelerometers can more quickly detect the

launch, position, and velocity of incoming mIS­

siles or torpedoes.

Assuming that the transactions announced in

January 1997 are completed (see page 28 for fur­

ther details), HRL will be Jointly owned by

Hughes Electronics and Raytheon Campa11\'

mcet both commerCIal ,JIlel c: :\ !'lllllH" ' ,:,'ll1,llhl

In lY96, Hughes Research l"lbur,llIII"lL:' [lIZl

[c)cuscd Oil ITcHmg morL: rohusr 'r1,]ll' h,hCd ",­

rcm, lor tclccommumCH\{ 11', [:hl,:l'I"!I" I,

space-based l'Omm',l!llCatloll,l\\-t11l,'l'ur', I liZ!

de\'()(cd significant JttcntlUl1 [" tlJllr lTllll,d

,ncas: ,I} Ion propulsion, .2 1111lTuclcllr')]llll"

,.3 I Internet Jccess \-ia satellite Jl1d -+ 1111LromC'-

chanIca] sensors

until now, commercial satellItes have been

thrust into space using liquid-fueled engllles that

add considerable mass,

By developing an elec­

tronic xenon ion propul­

sion system (XIPS '. HRL

has reduced a satellite's

propellant requirements to

one-tenth of current mass.

The first XIPS-pro­

pelled commemal satellite

will be the Hughes-built

PAS-5. scheduled for

launch in 1997,

One way to Improve the cost,efficiency of the

overall satellite system is to reduce the size and

cost of the ground equipment that receIVes the

satellite Signal. HRL's microelectronics group is

developing advanced receivers that combine on a

single chip both analog-to-dlgital converters and

low-noise amplifiers.

[n addition to enhancing transmission quality.

digital technology reduces the weight and power

consumption of both satellites and ground termi­

nals. Low-noise amplifiers. in turn. increase

antenna sensitivity. enabling use of a smaller, less­

expensive ground terminal - ltke the 18-mch

DIRECTV dish or a handheld mobile phone

More powerful and efficient satellites. along

with low-cost, high-performance user terminals,

are two necessities for universal Internet access.

A third is open standards. HRL is working to

establish new algorithms that will enable true

globallOterconnectivity

I­
Z
w
L
C-
o
--I
W
>
W
o

I
U
ct::«w
Vlw
ct::

fZ) kE',EARCH G DEvELOPMENT



IIPERATING AND FINANCIAL REVIEW

Management's Discussion and Analysis

Supplemental Data

Responsibilities for Consolidated

Financial Statements

Independent Auditors' Report

Consolidated Statement of Income

and Available Separate Consolidated

Net Income

Consolidated Balance Sheet

Consolidated Statement of Cash Flows

Notes to Consolidated Financial Statements

Supplemental Information

28

37

41

41

42

43

44

45

64

OPERATING 1>0 FINANCIAL REVli"I't fZ)



.....
MANAGEMENT'S DISCUSSION AND ANALYSIS

,illlll.\tI1!("I': ','ilill<

Stdtements mdJe concernlllg expected fmanCldl

pertormance. ongOIng fmancldl performance strate

gil'S, dnd possible future actlon \\hlch Hughes Intends

to pursue to dchle\t strateglC oblectlves for each of

its three principal busmess segments (IncludIng the

planned transactions described below) constItute for­

ward-lookIng Information. The Implementation of

these strategIes and of such future actions and the

achIevement of such fInancial performance are each

subject to numerous conditions. uncertaInties and

risk factors. and, accordingly. no assurance can be

gIven that Hughes \\ill be able to successfully accom­

plish its strategic objectives or achIeve such financial

performance. The pnnClpallmporrant nsk factors

which could cause actual performance and future

acnons to differ materially from the forward-looking

statements made hereIn mclude economic conditions,

product demand and market acceptance, government

action, competition. ability to achieve cost reductions,

GM's global sourcmg strategy with respect to auto­

motive electromcs. General 'Vlotors' North American

Operations (GM-N:\O) volumes, technological risk,

interruptions to production attributable to causes

outside Hughes' controL and the receipt of various

approvals with respect to the planned transactions,

GENERAL

On January 16, 1997, GM and Hughes announced

a series of planned transactions designed to address

strategic challenges and unlock stockholder value in

the three Hughes business segments, The transac­

tions would include the tax·free spin-off of the

Hughes defense busmess to holders of GM's $1- 2/3 par

value and Class H common stocks, followed immedi-

tJ) 0 PER f..• I ~~ C 6. FIN AN C I A L REV I EV'J

ateh' b\' the tax-tree merger u( cholt buslnes,; \Ie

Raytheon Company ,Rolvtheun) The ,;pm·ott I' :lot

hemg proposed m " l1lanner th,tt \\iould result :-~ :he

ITCdpltahzatlon uf Class H cummon srock Into S:

pdr vdlue common srock at a 120"" exchange rJ:: ) JS

currently provided t()r under ccrtdm Clrcumstdl,-:c, In

the General \lorors Restated Cernticate of

[ncorporatlon, JS amended. :\t the same tIme :.)c!co

Electronics, the automotive electromcs Subsldla;-, of

Hughes, would be transferred from Hughes to G\Is

Delphl Automotive Systems ume Finally. GM , Ciass

H common stock would be recapitalized 1I1to a :~a(k­

ing stock linked to the telecommUnIcations anc. ;::lace

business of Hughes. After the spin-otf and tax-i:-ee

merger of the Hughes defense business with

Raytheon. there would be outstanding two classes of

Raytheon/ Hughes defense common stock: Class:\.

common stock, approximately 103 million shares of

which would have been distributed to GM's $1-' par

value and Class H stockholders in the spin-off, a::j

Class B common srock which would be exchan::d for

Raytheon common stock on a one-for-one share ::>asls

in the merger. The common stock of the Hugr.,,,

defense bus1l1ess that would be distributed ro G\ '

common stockholders would represent approxI­

mately 30% of the stock of the combll1ed comj'2:1\'

The distribution of stock 111 the Hughes defense::>usl­

ness to holders of GM Class Hand $1-'/3 par \·a:.:e

common srock would be in a ratio that would be

determined by GM's Board of Directors to be f2.:~ to

both classes of stockholders and would reflect: a

pro rata spin-off of the Hughes defense business :0

holders of GM Class Hand $1-2/3 par value com:non

stock: (2) a partial reallocation of the Hughes de:'ense

business from holders of GM $1-213 par value co:n­

mon stock to holders of Class H common srock m

exchange for the derivative interest In the earmr..;s of

Delco currently held by the Class H stockholde~5: and

(3) other effects of and factors relating to the plJ:1ned

transactions. Such a distribution ratio will be se: bv



•

lrtIJUllll1l Iii Ihl' ,llilLII.llIOll ,t.ltl'ml'llt prospClIU,

l'll"U.1I11 III "hll h ( ; \1 ,IOl kholdns \\ iI! hl' asKc·d [I)

.Ippnl\l' the tr.lJ1Sal·tlons

rhl' spm-ott of lhl' Hughe, JetCnsl' busl1le'S .lJ1J

merger with Ravtheon would have an I1ldlcated total

Lllul' ot S9 5 billion to eM and ItS common swck­

holders based on stock pnces as of the announce·

ment date That value would consIst of a

combinatIon of approximatelv $4.7 billion of total

debt obligations at the Hughes defense busmess at

the time of the merger. and $4.8 billion at indicated

value of Hughes defense scock to be distnbuted [0

common stockholders (after giving affect to the

merger based on the market price of Raytheon com­

mon stock as of the announcement date of $4700i.

The merger terms provide that the total debt of the

Hughes defense business will be adjusted [0 reflect

variations m the average market price of Raytheon

stock subject to specified limIts. so that the two com­

ponents of value will total $9.5 billion so long as such

market pnce IS in a range of between 544.42 and

$5429 per share Substantially all of such debt ,vould

be Illcurred immedIately pnor [0 the spin-off. with

the proceeds used prinCIpally to fund the telecommu­

nications and space business of Hughes.

Consummation of the transactions described pre­

vlOusly IS subject to vanous contingenCles. including

regulatory clearances and approval by GM common

stockholders. Additional information regarding these

planned transactions is included in Note 18 to the

Consolidated FinanClal Statements. These planned

transactions had no impact on 1996 financial results.

The planned transactlOns described previously are

Intended to result m the achievement of several

srrateglC objectives. The merger of the Hughes

defense busmess With Raytheon would create a

stronger defense electronics company which would

be able co more effectively compete for new business

m an I1ldustrv where sig11lficant consolidation is

rk!cl) Eledl"illl,' .1l1,1 Uelphl .\WOl1]IJ[I\'1' S\·s[l'm.'

\\' ,uL: II ,moine .hh "Iill"! ~ll'l'l r0l11c" ,',lp'll1111l \' wllh

d1mpOnetlt' .iTld ".'ll'lr.' C\pertlSl' "lh1 \\()uld he

c\Dected [(I lc'.ult 111 lec:ucl'd lO.'!.' Ilu.>:he'

Electronic, would lOlll1nUe to hold .md operate the

relecommulllc'JUOns and space busllll'ss, ThIS would

allow Hughes management to fixus on this busltless

segment and I he capitalmfuslOn would allow it to

oke advantage of growth opportunities ltl thIS very

competitive llldustry The strategy of thiS business IS

to continue to expand ItS offerings from being primar­

111- a supplier of hardware to becoming a provider of

hardware and video. vOIce. and data services world­

"'ide, This strategy reqUlres significant current and

future investment m order to maintain and enhance

the segment's competitive position with respect to

eXIsting products and to take advantage of the

growth opportunities presented, as well as the forma­

tion of strategJC alliances to compete in the very

competitive global marketplace.

RESULTS OF OPERATIONS

Revenues. Hughes reported record revenues of

515,917.9 mdlion in 1996, a 7.5% increase over 1995.

Revenues m 1995 were $14,807.9 million. an increase

of 5.0% compared with [994 revenues of $14.099.4

mlllion. The mcrease in 1996 revenues was largely

the result of continued growth in the

Telecommumcations and Space segment and

mcreased revenues in the Aerospace and Defense

Systems segment. partially offset by lower

Automotive Electronics revenues caused in part by

work stoppages at various GM production locations

during the vear, 1995 revenue growth was driven by

the Automotive Electronics and Telecommunications

and Space segments (Pro forma segment information

is presented on page 39).
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WANAGEMENT'S DISCUSSION AND ANALYSIS

and 53.092.7 mdlion In \lJl)'; cI 'C) I"" ll1llTdSl' over

1'!LJ4 revenues ot 52. ';\lh2 m:,i" ,n The Il1credSL'S In

I·U.leO\I\IL'11 1110,s \'\1) SI'I( I !\nTI1Ul" 111

the Telecommul1lcatlOns anci ~;',ll\.' ,t'~l11eI11 \\('IT

both vears were pnrnarilv duL' to contll1ued expan·

Sian of the DIRECTV subscnber base. Inc:reased

sales of commerCIal satellite, and cellular communi

cauons equipment. and increased VIdeo distnbuuon

revenues from GalaX\' satellite transponders

54.\14.9 mdllon In 1996. a _, i ) lIlC1TJSt' ()ver 1qu)

the December lLJll'; ,lCclUISI[](ll1 "r I Iui-'l1l' , [)<.:ll:1"·

CommUI1lCatlOns r'ormcrll \ I ,1,~n,I\' ,\ Ekc'", 'Ill'

Systems CompanY ,Illcl tht' huild·up lIt IIl'\\,'1' i'r{)

grams mcluding Deskwp \ \\lck'\rc',l

.-'l.ugn1l'ntatlon System ,1I1ci 1.,lI1J \\',111'](\1 1C)C" 1','\

enues decreased 57S2 millIon. or \ ,"". li'om 1 '!'!-1

revenues of 56,023(, millIon Thl' dt'clme 11,1' Dnn

C1pallY due to lower production r,Hes on ,nera! miS

sile programs, partiallv offset bl the ,Idditlondl

revenues related to the 199'; dcqulsitlon or' C\E-Lmk

Corporation.

AUTOMOTIVE ELECTRO,ICS - Revenues in the

Automouve Electronics segment decreased 38% in

1996 to $5,350.8 million from 55.5613 million In

1995. The decline was prinCIpally due to a decrease

in GM vehicles produced in the lJmred States and

Canada (excluding JOInt ventures i primanly related

to the United and CanadIan .-'l.uto Workers' :UAW

and CAW, respecuvely) strikes offset, In part, by an

increase in Hughes-supplied electronic content In

these vehicles from 5888 per \'ehlCle to 5906 per

vehicle and an Increase In International and non­

GM-NAO sales from 5841 mtlllon In 199'; to $1,010

million in 1996 Revenues Increased $339 6 mIllion.

or6.5%, in 1995 from ,H,221 - million In 1994

1995 revenue growth was attnbuted to an increase

in Hughes-supplied electrOniC content In GM vehI­

cles produced In North Amenca to $888 In 1995

from $857 in 1994, and an Increase in sales to inter­

national and non-GM-NAO customers to 5841 mil­

lion in 1995 from $672 million in 1994. Vehicle

production remamed relatively unchanged between

1994 and 1995.

AEROSPACE AND DEFENSE SYSTEMS - Aerospace and

Defense Systems segment revenues were $6,338.4

million in 1996, a 6.6% increase from 1995 revenues

of 55,945.4 million. The growth was primarily

attributable to additional revenues resulung from

----_.__.._-~-------

~ OPER.~TING & FINANCIAL REVIEW

OTHER INCOME - Included In revenues IS other

mcome of $173,8 million, $93.6 million, and 5371

million for 1996,1995, and 1994, respectivelY 1996

includes the S120.3 million pre-tax gam from the sale

of a 2.5% equity interest m DIRECTV to :H&:T

1995 and 1994 included pre-tax charges of 5-\0.0 md­

lion and $35.0 million, respectively, for the estimated

losses on disposition of certain non-strategIc busi­

ness units. Also included in 1995 was $359 millIon

of revenue earned for proViding servIces to G\1.

Operating Profit. OperatIng profit was 51,5943 mil­

lion in 1996, $1,667.3 mIllIOn III 1995. dnd 516304

million in 1994. Operating profit margms. as a per­

centage of net sales, were 10 1%, 113%, and 11.6%,

in 1996,1995, and 1994, respeCtIvely The decline m

profitability in 1996 compared to 1995 was pnmarilv

attributable to the lower GM productIon volumes

related to the UAW and CAW stnkes and contInued

price reductions in the AutomotIve Electronics seg­

ment offset in part, by the Increased profitabilltv III

the Telecommunications and Space segment Also

offsetting the 1996 decline m profitability were the

reduced operating losses at Hughes·Avicom

International, Inc. OperatIng profit Improved m

1995 largely due to a continued emphasis on cost

reduction efforts, most notably in the Automotive

Electronics and Aerospace and Defense Systems seg-



'''''Ill' ,11,,1 till' I\\cr,dl ,~rowth In IT\l'nlil's :l,lrll,dl,

>l1,," 1'\ .1 pi ,111 Ill' ,\ I11CIT,ISl' 111 opl'r,Hing l'\pen,e,

I'" 'cl,lll,J '\'llh [JIRLCT\ Thc 1SIC)) opcr,Hln"

1""'11 mJrgl1l decllnl' \\,IS ,Ittnhuuhk pnm,lrih' to

lh,' [)IRECTV operallng l'Xpensl' Increase whIch

mOlT thdn otfset the mdrglll improvemenrs In the

;\'(1 ()ther segmenr~

rl I I (O\I\IU'\IC.ITIO,S I'D SI'IU - Operdting

profit for 1996 was 52598 millJon. a 373% Increase

from 5189.2 million reported In 1995. The 1996

mcrease was largely a result of the revenue Increases

prevIOusly dIscussed and reduced mobile telephony

satellite development costs offset, in part. by operat­

ing losses related to the start of service by the

Company's DIRECTV busmess in Latin Amenca.

Operating profit in 1995 decreased 30.2% from 1994

operatmg profit of 5271.0 million. The 1995 decline

in operating profit was principally due to Increased

operatmg expenses associated with the expansion of

DIRECTV and increased development costs on a

geostationary satellite mobile telephony product

line. Operating profit margins were 6.5% m 1996,

b.2% In 1995, and 10.3% in 1994. After 1996. operat­

mg profit margms in the Telecommunications and

Space segment are expected to increase as

DIRECTV's subscriber base grows.

AC"TOMOTlVE ELECTRONICS' In 1996, operating

profit was $654.0 million compared with $869.0 mil·

hon m 1995, The decline was mostly due to the

reduced production volumes, continued price reduc­

tions resulting from competitive pricing in connec­

tion with CM's global sourcing initiative, and the

impact from continued investment in international

expansion. 1995 operating profit increased $74.2

million, or 9.3%, as compared to 1994 operating

profit of $794.8 million. The improvement in prof.

itability in 1995 was attributable not only to

Increased revenues. but also an aggressive cost

A, thl' prlnl'lp,d ,uppll(~r of JlItomOt1\c c,kctron­

ees tt> Ccnercd \Ioto,< ~orth :\I1Il'rlcan 0f't'LHlons

unit C"I-\',-\O I. Hughes' sales of .llltomotl\l' ekc

[mille'S \\tli ,-ontmue to be heavliv Jepenskn[ on

Ceneral \lotors production of vehIcles in \'orth

\menca. the level of Hughes-supplIed electroniC

content per C M vehicle, the pnce of such electron­

ICS, and the competitiveness of Hughes' product

offenngs In this regard, it IS antiCIpated that com­

petition through CM's global purchasing process

wlil negatively impact Hughes' sales to CM-:\AO

and result m a decline m the portion of CM-~AO

automotive electronics supplied by Hughes. The

segment's strategy is to aggressively reduce costs in

order to mmimize the effect of continuing prIce

reductions and to manage the loss of C:>l-NAO

market share by offering competitive products

which increase electronic functionality through a

focus on safety, security, communIcations. and con­

venience. The segment will also seek to improve its

svstems capability and cost competItiveness both

mternallv and by developing key design. manufac­

tunng, and marketing alliances and other relation­

ships with mechanical and electrical automotive

component suppliers.

The international market for automotive elec­

tronic products is also highly competitive. The seg­

ment has refined its strategy for thiS market to focus

on profitable growth as well as increased market

share, and accordingly, will seek to enhance the cost

competitiveness of its international operations,

The competitive environment described above is

making it increasingly difficult to maintain the level

of operating profit margins realized in this segment

in the pasr Beyond 1996, operating margins are

expected to be lower than recent hIstorical levels as

prIce and volume declines associated with CM's

global sourcing initiatives more than offset Hughes'

ability to achieve cost reductions, In response to the
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to low clouble digit,. and thcn shu", modc-;r

Improvcmcnt In ILlL)fj and 1991J

have been 51.079 h million. or 52.70 pcr sh,lre

AIIWII'\( I ''\ll DLlT'\I/ S\.\ 11\1.\ - Operating

Backlog_ Thc 1996 vear-end backlog of 5 \ ';., 'III nnl

lion increased from $14.929 million d[ the end ur

profit was 5694.;- million in 1996 compared to

$6880 million in 1995 and 5663.6 million In 1994

The operating profit margin for 1996 declined to

11.0% from 11. ;-0" in 1995 primanly due to a contin

ued shift from production programs to engineenng

and development programs. and growth in informa­

tion systems and services revenues. The operatlflg

profit margin for 1995 increased [0 11. 7":0 from

11.0% largely due to a proviSIOn taken in 1994 tor

certain air traffic control contracts. partly offset by

reduced revenues in 1995 Future operating profits

could be adverselv impacted by further reductions In

the u.s. defense budget.

Costs and Expenses. Selling, general, and admlIlls­

trative expenses ""ere $1.505.6 million in 1996.

$1,234.2 million in 1995. and 51.018.3 million III

1994. The Increases were prinCIpally due to the con­

tinued expansion of DIRECTV. both in the US and

internationally, and increased international sales

activities at Delco Electronics.

The effective IIlcome tax rate was 345%. 36.8%.

1995. pnmarily due (0 record backlog in [he

Aerospace and Defense Systems segment 19') 5

year-end backlog increased from the 513.210 million

at the end of 1994, primanly due to increased satel

lite orders in the Telecommunications and Space

segment. A portion of the backlog is sub\ect [0

appropriation decisions by the U.S. Government sub­

sequent to award. In addition, Hughes' contracts

with the U.S. Government are subject to termlIlation

by the Government either for its convenience or for

default by Hughes. Sales to the U.S. Government

may be affected by changes in acqUisition polICies.

budget considerations, changing concepts In

national defense, spending priorities, and other fac­

tors that are outside of Hughes' control.

Special Provision for Restructuring. In 1992. Hughes

recorded a special charge of $749.4 million (after­

tax), for the restructuring of Hughes' operations

The special charge comprehended a reduction of

Hughes' worldwide employment, a major facilitIes

consolidation. and a reevaluation of certain business

lines that no longer met Hughes' strategic obJec­

tives. Restructuring costs of $92.4 million, 5208.8

million, and $228.3 million were charged agalIlst the

reserve during 1996, 1995, and 1994, respectl\'ely In

addition, in 1994, the restructuring reserve was

increased by $35.0 million, primarily due to changes

in the estimated loss on disposition of a subsidIary.

The remaining liability at December 31, 1996 of

$42.0 million relates primarily to reserves for excess

and 34.7% in 1996. 1995, and 1994. respectively The

decrease in the effeCtive Income tax rate in 1996 was

due primarily to the favorable resolution of certam

tax contingencies while the effective income tax rate

In 1994 was favorably impacted by the recognition of

capital loss carryforward benefits.

Earnings. Hughes' 1996 earnings were $1,151.2 mil­

lion, or $2.88 per share of GM Class H common

stock, compared WIth 1995 earnings of 51.1 078 mil-
-----
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tJcilllles ,1I1d other slte coosoltdatlon costs.

'>"pproxl111ate], 540 7 million of thlS amount wIll

recJLilre tuturc c'ash outnows It IS expected tha~

these costs w1l1 be e.xpended predominantlY dunng

the next yeJr

Accounting Changes. Eflectlw January 1. 1996,

Hughes adopted Statement of Financial Accounting

Standards (SFAS) No. 123, Accountlng for Stock·

Based Compensatlon. and as permitted by this stan­

dard, will continue to apply the recogmtion and

measurement pnnciples of Accounting PrinCIples

Board OpmlOn No. 25 to its stock options. Hughes

has calculated the pro forma effects of applying

SFAS No. 123 and determined that such effects are

not signIficant in relation to reported net mcome

and earnmgs per share.

Effective January 1,1996, Hughes also adopted

SFAS No. 121, Accountmg for the Impairment of

Long-Lived Assets and for Long-Lived Assets to Be

Disposed Of This Statement establishes accounting

standards tor the lmpairmem of long-lived assets,

certam identifiable intangibles, and goodwill related

to those assets to be held and used, and for long­

ilved assets and certain Identifiable intangibles to be

disposed of. The adoption of this new accounting

standard did not have a material effect on Hughes'

consolidated operating results or financial pOSition.

Effective January 1, 1994, Hughes adopted SFAS

No. 112, Employers' Accounting for Postemploy­

ment Benefits. The Statement requires accrual of

the costs of benefits provided to former or inactive

employees after employment, but before retirement.

The unfavorable cumulative effect of adopting this

Standard was $30.4 million. net of income taxes of

$19.2 million, or $0.08 per share of GM Class H

common stock. The charge primarily related to

extended disability benefits which are accrued on a

serVice-driven basis.

LIQUIDITY AND CAPITAL RESOURCES

Cash and Cash Equivalent~. C,lsh Jnd c,lsh equl\.l

lems were $1 I n I 'llllll](Jn at December 3 \, 1996, ,Ill

mcrease of 52l S mlliion from December 31. \ (11)

Operating act!\ltleS generated cash of 51,199 ... mil­

lion as Hughes achieved another vear of record

earnmgs. Addltlonal cash was prOVided by proceeds

from the sale and leaseback of satellite transponders

with General Motors Acceptance Corporation, and

proceeds from the sale of a minority interest in

DIRECTV of $137.5 million. The increases in cash

were offset by the cash used to fund capital expendi­

tures. repay notes and loans payable and pay divi­

dends to General Motors.

In 1995, cash and cash equivalents decreased

$3623 million to $1.1395 million at December 31,

1995, from $1,501.8 million at December 31,1994.

Operating activities generated cash of $986.2 mil­

1I0n, however, cash used to fund capital expendi­

tures, pay dividends to General Motors, and acquire

new businesses more than offset the cash generated

by operatmg actiVities.

[n the third quarter of 1996. Hughes reported

that cash flows m 1997 and beyond were expected to

be negatively impacted by a change in the credit

terms between Hughes and GM-NAO for purchases

of automotive electronics. With the announcement

of the planned transactions in January 1997, (see

Note 18 to the Consolidated Financial Statements),

implementation of the change in credit terms has

been deferred pending the consummation of such

planned transactions.

liqUidity Measurement. As a measure of liqUidity,

the current rano (ratio of current assets to current

liabilitIeS) was 1.69 at December 31,1996. 1.58 at

December 31,1995, and 1.76 at December 31.1994.

The increase from 1995 to 1996 was principally due

to the repayment of certain notes and loans payable.
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,,

TIll' Jeere,t\(· Ir'i11i ICICI_. co, 1'1", \'. ", prllklp,t1h due

((l rhe Je,Tc,he ,'ash JC'L';'lh"J .lh, l\'l' .lllei Il11Te,ISe,

III rhe IlOle, .Ilh.1 :".llb p,t\.lbi" h.l],lllce. [,nll1,m!\

c,tu,ed b\' a 1",ltl ~el,\[cJ III ,\\1 .lCqlllS\tlOIl Sec Note

I; 1(1 rhe CIl]1S(I!I,1ate,j Flrlc\\lcl.l1 SUtcmelllS

Property and Equipment. Property. net "f .lccumu­

lated depreCiatlon. Increased 51·174 mIllIOn m t996

whlie telecommUnicatIOns and other equipment.

net of accumulated depreciation, decreased $416

ml1llOn. pnmarih due to the sale and leaseback of

GIIIR which more than offset additional expendJ­

tures related to the Galaxv satellite tleet

Expenditures for property and equipment were

$652.3 million In 1996 compared with $545.7 mil­

lion and $490.5 mtllion In 1995 and 1994. respec

tively. Management antiCIpateS that capital

expendirures In 1997 \\'Ill increase approxImately

$100 million over 1996 and will be financed primar­

ily from cash provided bv operating activIties

Telecommunications and other equipment

expendItures were $187.9 ml1lion In 1996 compared

with $274.6 mdlion and 5255.8 million In 1995 and

1994, respectively. Management anticipates that

telecommunicatlons and other equipment expendi­

tures In 1997 wIll increase significantly compared

with 1996 and will be financed primanly from cash

provided by operating activities

TELECOM~IL·'\IC.\TIO'\S .\!'iD Sp....CE . Capital expen­

ditures, including expenditures related to telecommu­

nications and other equipment, increased to $449_8

ml1lion in 1996 from $436.5 million in 1995 and

$399.3 million In 1994. The 1996 capital expenditures

increase reflects additions to the Galaxy satellite fleet

and construction of the California Broadcast Center,

an uplink faciliry that supports Hughes' DlRECTV

business 111 Latin Amenca. The increase in 1995 was

due pnmarily to additions to the Galaxy satellite fleet.

.-\L Tl)\I()TI\1 h.1 ( 11((l .... I( , - C,lpll,ll e\pClhillLlIT'

decreased to 5190() milhon 111 Ill4". l(lll1p,j r eJ WIth

5264- million I1l I,]c)'. ,\ltd 51('0.4 mtllion m \qll4

The decrease 111 the 144 (, cClpital spendll1g retlect,;

the impact of delays I1l engineenng capIta! nDendl

tures and the hIgher than norma! !eye! of npendi­

tures 111 1q95 The ll1creased capiul spendll1f: In

1995 reflects expenditures for additional program

reqUlrements related to new product changes associ­

ated with the 1996 model year combll1ed \\-Ith a

decrease In toolll1g cost recoveries

AEROSP.\CE-I'\O DEFEr-.sE SYSTE~lS - Capnal expen­

ditures in the Aerospace and Defense Systems seg­

ment for 1996,1995, and 1994 were $171.1 million,

$109.8 million, and $159.5 million, respectl\-eh-. The

1996 increase relates to capital expenditures [Q sup­

port expanding bUSiness reqUirements. The 1995

decrease was due to the high level of expenditures in

1994 related to the consolidation of facilitles 111 an

effort to increase the operational efficiencies of

manufacturing and engineering activities

Debt and Capitalized Leases, Long-term debt and

capitalized leases were $34 5 million at December

31,1996, a decrease from $258.8 million at

December 31, 1995, and 5353.5 million at December

31, 1994, reflecting scheduled prinCIpal repa\'ments

and the reclassification of certain amounts to cur­

rent liabilities. The ratio of long-term debt and

capitalized leases to the total of such debt and pro

forma stockholder's eqUity decreased to 05 0 0 111

1996 from 4.4% in 1995 and 6.6% in 1994

As discussed further, additional debt will be

incurred in conjunction with the PanAmSat

merger. It is antiCipated that a portion of thlS debt

would be repaid from cash expected to be received

pursuant to the planned transactions. (See !\ore 18

to the Consolidated Financial Statements.)

--~--------_.._----
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Other Balance Sheet Items. In cv,)\u,lting both It, PCI1

''''11 ,mel retiree lllediCJI Il.Ibdltles, Hughes I'l'CU"nIZl"

the Impact 01 ch,mg"s 111 long·term mterest ,Jtes h

,Idlustmg thl' dlscouf1[ r,](e used Itl deternlInlfl~ the

,lctuanal present values of the projected befletH obitg

atlons. In 1996, the welghted·average dIscount rate

tClr Hughes' non-automotlve pension obligatlons

mcreased from 7.25'\10 to 7.5% and the weighted-aver·

age dIscount rate for Hughes' other postretJrement

benefits increased from 7.25°'0 to 7.56%

Acquisitions and Divestitures. In December 1996,

Hughes announced that It had reached an agree­

ment to acquire the Marine Systems DivislOn of

Alliant Techsystems, Inc. for $141.0 million m cash

The Marine Systems Division is a leader m light­

weight torpedo manufactunng and the design and

manufacturing of underwater surveillance, sonar

and mine warfare systems. The acquisitlon was

completed in the first quarter of 1997.

In September 1996. Hughes and PanAmSat

Corporation entered into an agreement to merge

[heir respective satellite services operatiOns mto a

new publicly·held company Hughes would con­

tribute ItS Galaxy satellite services business in

exchange for a 71.5% mterest in the new company

Current PanAmSat stockholders would receIVe a

28.5% interest in the new company and $1.5 billion

m cash. Such cash consideration and other funds

required to consummare the merger are expected to

be funded by new debt financing totaling $1.725 bil­

lion. This debt financing is expected to be provided

by Hughes, which currently intends to borrow such

funds from General Motors.

For accounting purposes, this transaction would

be treated as a partial sale of the Galaxy business by

Hughes and would result In a one-rime, nonrecur·

ring gain. The amount of this gain depends on sev­

eral variables, but is expected to be between $400

and $600 million before tax. PanAmSat is a leading

:;",lllS ..l(t\()!l \\'hllh',,~· )ntln,~L'IH '...1~"11111 ~·('\:l'1\"111.~ (l'r

f.lln rcguLHor\" <lppl (.\ ,.1',1.\ t''\Pl'\·tt'll tl) \·ln~\. ...hlnll.:":

:hc second '-1 u J.f[cl" (): ~ \.)l)~

in ,vlarch 199(1. Hu"hes solei ,l': ''''0 C>'iLIIl\ Inter·

e,t In DfRECTV ,I whtllly·o'Vncd subsidI<lf\' ot

Hughes, to AT&T fClr S137 5 millIon. \\'Ith options

to increase their ownership Interest under certaIn

conditions The sale resulted in ,1 S120.3 million pre

tax gain which IS included in other Income

In February 1995. Hughes complered rhe acquisi­

non of CAE-Link Corporation. an established sup­

plier of sImulation, training, and technical services,

pnmarily to the US. military and NASA. for 51760

million. In December 1995. Hughes acquired

\lagnavox Electronic Systems Compam·. a leading

supplier of military tactical communications, elec­

tronic warfare, and command and comrol systems,

for $382.4 million

During 1995. Hughes divested several non-strate­

gic enterpnses resulting in aggregate proceeds of

approximately $127.2 million and a net gain of

approximately $21.9 million. Also in 199;, Hughes

recorded a $40.0 million charge for the esrimated

loss on disposition of a business unit and completed

the divestiture of Hughes LAN Svstems. for which a

pre-tax charge of $3;0 million was taken in 1994.

Dividend Policy. As discussed in Note 7 to the

Consolidated Financial Statements, it is CM's cur­

rent policy to pay aggregate annual cash dividends

on the GM Class H common stock approximately

equal to 35% of the Available Separate Consolidated

'\Jet Income of Hughes for the prior year. In

January 1997. the Board of Directors of GM

Increased the quarterly dividend on GM Class H

common stock from 50.24 per share to 50.25 per

share. It is antiCipated that if the previously

described Hughes transactions are consummated,

the General Motors Board of Directors will adopt a
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